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The President's Scratch-Pad 


From reports 
and inquiries 
reaching the 
AMA these days, 
it is quite clear 
that industry is 
getting its teeth 
into the industrial 
defense program. 
The sparring with 
intangibles that 
attended the de- 
fense efforts of 
some months ago has disappeared, and 
management has actually come to grips 
with the production job. 


Atvin E. Dopp 


Disappearance of the “Competition 
Halo”: The whole character and spirit 
of industry is undergoing a profound 
change that is little appzeciated by the 
public, and by few public officials. The 
“competition halo” —the aggressive sales- 
mindedness so characteristic of business 
as it is done this side of the Atlantic— 
is waning, for the activity that is sending 
business indexes to new all-time peaks is 
not caused by one company’s competing 
against another in open markets, but by 
orders distributed by the government. 
This is a situation that has scarcely any 
precedent. 


The Effect on Sales Management: 
The practical managerial effects of this 
change are well illustrated by the current 
problems of the typical sales department 
in the company in the heavy goods indus- 
try now heavily stocked with government 
orders. Arsenals have no sales problem, 
and this company is virtually an arsenal. 
It has always maintained an aggressive 
and hard-hitting sales department, which 
is now left practically high and dry. 

The company has decided on_ this 
policy: It will not dismiss any of its sales 
force and is going to change its salesmen 
from a commission basis of compensation 
to direct salary, basing their pay on their 
average earnings over the past five years. 

The salesmen in this particular concern 
possess considerable product information, 
and they are going to doubie the service to 
their old accounts, that is, show customers 
how to make better use of the company’s 
products. At the same time, and as they 
travel from one customer to another, they 











are taking notes on the post-defense needs 
for their company’s products. 

Nor is the company going to curtail its 
advertising and promotional efforts. It 
is merely going to give them a different 
tenor, so that it will not sink into a ‘‘de- 
fense program obscurity.” This is an in- 
telligent courseof action and a general 
policy that all companies would be well 
advised to consider. 


Personnel Standards: Lessening of 
the competition factor is bound to have 
its effect on personnel procedures, too. 
There is a tendency to sacrifice personnel 
standards for expediency---to lower the 
standards in hiring and in promotion. 

Many companies have sought advice on 
this problem from the AMA. We can 
only report the experience of other com- 
panies on this point, which briefly is this: 

“You will have a regrettable experience 
if you permit your job standards to lapse. 
It is better to pay higher wages if neces- 
sary to get the right man than to pay 
going wages to improperly qualified peo- 
ple. If it becomes absolutely necessary 
to hire persons with less than standard 
qualifications, these individuals should be 
forced to continue outside training after 
they get the job.” 


The Foreman: The above applies with 
special emphasis to the job of foreman, 
because if he is not up to his job, the 
foreman can do an immeasurable amount 
of harm. A miscalculation in his figuring 
can upset the whole flow of production 
and cause the loss of precious time. Bad 
judgment or thoughtlessness in his deal- 
ings with employees can cause a labor 
upset that will have the same result. 

Management's responsibility to the 
foreman is to see that he is properly 
trained, and that his training continues; 
it must also make the foreman’s job more. 
worthwhile and more attractive, by build- 
ing up his prestige and by arranging a 
proper and substantial differential be- 
tween the pay of the foreman and that of 
the group that he supervises. 

The Subcontractor Problem: Under 
the urging of the War Department, com- 
panies are more and more using subcon- 
tractors and there is thus being brought 
a greater capacity and a greater flexibility 
into our production program. 

(Continued on back page) 
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BUSINESS 
OUTLOOK 


Capacity Operations Still Leave 
Large Unfilled Orders 


For many months with remarkable con- 
sistency this LETTER has been able to 
report a steadily mounting trend of busi- 
ness activity. There may have been min- 
or setbacks in separate industries and 
lines of activity, but, in general, the curve 
has moved upward without important in- 
terruptions. The summaries on the inside 
pages of the LETTER show that this month 
the trend continues. Industrial reports 
show greater gains over last month, over 
the same month last year, in fact, over 
the same month in many years. 

Most industries have been working at 
capacity and yet unfilled orders still bulk 
high. The Federal Reserve Board’s index 
of production averaged 132 in the last 
quarter. This compares with a previous 
monthly high of 126. National in- 
come has reached an 11-year peak. 
The November index of factory payrolls 
surpassed the record reached in 1929 and 
is now the highest it has been in 20 years. 
Steel production is running at 98 per cent 
of capacity; and so it goes. 


Doubts Concerning Future 

It is definitely clear that business is in 
high gear. That is the principal thing 
to report, and yet in many thoughtful 
quarters doubts concerning the funda- 
mental situation are being expressed. This 
comment that appeared in the latest letter 
of the National City Bank of New York 
is significant: 

“To business, armament spending is 
largely a temporary stimulus; economically 
it is but pump-priming on a greater scale ; 
and it is not productive, but on the con- 
trary is a burden on the productive sys- 
tem. It will undoubtedly show to its 
credit immense improvements in indus- 
trial technique, from which the world in 
due course will benefit. But in the main 
it is a blind alley along the road of 
economic progress, and after the end is 
reached the retracement may be difficult. 
It holds incalculable dangers of unbalanc- 
ing the economic structure and of fiscal 
instability.” 
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General 
Outlook 


Industrial activity during the early part of 
this year may show a moderate curtailment as the 
result of overexpansion in the last half of 1940; 
while it is probable that the national income will 
continue to decline in January and February, the 
outlook is that it will be larger than in the same 
period of last year (Jan. 11). 


Business points still higher, and the temporary 
setback which may occur early in 1941 will 
probably be smaller than in 1940; continued aid 
to Britain, plus our defense activities, piled on 
basic recovery forces, can propel business ap- 
preciably into the prosperity zone above the com- 
puted normal (Jan. 4). 


Business Week's Monthly Index of Busin 
Activity for December advanced to another n 
high of 141.9, compared with a revised figure 
141.4 in November and 125.5 in Decemt 
1939; the average index for the entire year 1‘ 
was 123.9, compared with 107.1 last year (J 
18). 





Money and 
Credit 


The outlook is for a maintenance of the firm 
tone in bond prices; while prices of gilt-edge 
bonds being at a peak, are vulnerable to any in- 
crease in interest levels, bonds which are more 
responsive to changes in corporate earning power 
may hold firm or even advance when high-grade 
issues are declining (Jan. 9). 


The virtual certainty that demands for loans 
will be greatly augmented in the next few years 
may soon begin to stiffen money rates, with a 
consequent decline in bond prices; defense needs 
for money have still to exert their lifting effect 
(Jan. 4-11). 





Security 
Markets 


In view of the lag between industrial activity 
and corporate earning power on the one hand and 
stock prices on the other, price levels appear well 
adjusted to the going level of earning power and, 
viewed as a whole, stocks enter the New Year 
presenting few instances of over-sanguine ap- 
praisal of the prospect (Jan. 2). 


Stocks are expected to point selectively higher 
in 1941, though they will continue sensitive to 
war shocks, peace possibilities, Government con- 
trols, and tax boosts; since stock prices are low 
relative to earnings and dividends, present pros- 
pects favor a sizable rise (Jan. 4). 


The late months of 1940 were marked by « 
of the most rapid and vigorous upiurns e 
recorded in bank loans to business; mem 
banks’ loans hit their 1940 high of $5,011,0( 
000 during Christmas week, and instead of dr 
ping seasonally in the succeeding two weeks, t 
advanced to $5,031,000,000 by Jan. 8 (Jan. 1 





Ordinarily, stocks advance with business, 
in the last three years war fears, expectations 
higher taxes, and general doubts about pre 
have acted as depressants. However, when B 
ish liquidation of American common. stocks 
completed, the stock market may keep in cl 
touch with general business activity (Jan. 4). 





Production 


The annual index of factory output for 1940 
may be estimated at 122, as compared with 108 
in 1939 and with the previous high record of 113 
in 1937; any reaction this year from the 1940 
peak is likely to be of a mild and temporary 
character in view of the unusual forces at work 
at the present time (Jan. 4). 


The Federal Reserve Board's manufacturing in- 
dex stood at 137 in November, compared with 
136 in October, and 126 in November, 1939 
(1935-9= 100); the machine-tool operating rate 
was 95.4% of capacity in November, compared 
with 96.8% in October, and 91.2% in Novem- 
ber, 1939 (Jan. 4). 





Industrial statistics indicate that expansion 
still under way, and no significant letup in f 
duction is in sight for several months. Cht 
mas trade was exceptionally good, and increz 
in consumer goods output are likely in the n 
future. Moreover, the full impact of defe 
expenditures is yet to be felt (Jan. 18). 





Distribution 


Department store sales in the United States 
during the week ended December 28 were 59% 
larger than in the same period of 1939, as com- 
pared with a gain of 7% in the preceding week 
(Jan. 11). 


The report that Christmas trade scored the best 
volume in a decade, and the record-breaking sales 
of cars by General Motors in December as well 
as the last quarter of 1940, show that recovery 
is also well diffused among consumption and 
durable consumers’ goods (Jan. 11). 





Construction 


Building contracts rose in November to the 
highest volume since May, 1929, and the build- 
ing industry consequently promises to provide 
manufacturers with considerable support for some 
months ahead (Jan. 11). 





The index of farm income, which is a measur- 
ing rod of normal for the value of factory out- 
put, is estimated at only 107.8 for 1940, or 29.2 


Construction will be emphatically spurred in 
the industrial field during the year by the crying 
need for munitions plants, and residential build- 
ing will also recruit new energies from housing 
requirements of war workers; new plants under 
contract and planned may run well above $3,- 
000,000,000 (Jan. 4-11). 





During the latest week for which figures 
available, the 4-week daily average of engin 
ing construction awards computed by the 
gineering Neu's-Record was $18,404,000, c 
pared with $17,194,000 a month previous | 
$9,274,000 a year ago (Jan. 18). 





The Department of Agriculture's seasonally 


adjusted index of farm income registered 79.0 








October and with 78.8 in August, 1939, the 
month prior to the outbreak of the European 
war (Jan. 11). 


farm prices are supported mainly by Government 
expediency (Jan. 4). 


Agriculture points below the November value-of-factory-out- | for November, which compares with 80.5 in 

put index; however, with government deficit- | October and 76.5 in November, 1939 (1924-9 

spending exerting a strong inflationary influence, 

; _ : 100) (Jan. 4). 

farm income should advance in 1941 (Jan. 4). ; 
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sensitive commodities have advanced 23%, whe 
as stocks have declined 4% (Jan. 18). 





Labor and 
Wages 


At 114.7, the November index of factory pay- 
rolls exceeded the 1929 peak of 114.4 reached 
in September of that year, and rose to the high- 
est level since September, 1920, when the index 
was 118.9 (Jan. 11). 


The index of factory employment averaged 
110.7 in November, compared with 103.9 in 
November, 1939—a 6.5% rise (1923-5=100) ; 
the factory payroll index for November averaged 
114.7, compared with 101.7 in November, 1939 
—a 12.8% rise (Jan. 4). 


The Department of Labor box-score on stri 
for 1940 may reflect the success of conciliat 
methods. The total of 2,450 strikes was | 
fewer than in 1939, involving only half as m: 
workers and a third as many days of idlen 
(Jan. 18). 





Foreign Trade 
and 
Conditions 








The value of merchandise exported from the 
United States during the first 11 months totaled 
$3,703,000,000 in 1940, as compared with $2,- 
809,000,000 in 1939, a gain of 31.8%; this in- 
dicates that exports for the full year exceeded 
$4,000,000,000, thus attaining the highest annual 
figure since 1929 (Jan. 11). 





Merchandise exports in November, amounting 
to $327,700,000, were 4.7% lower than in Octo- 
ber but 12.0% above November, 1939; imports 
of merchandise, totaling $223,400,000, were 
8.0% greater than in October but showed a 
5.1% decline from the level of November, 1939 


(Jan. 4). 





British purchases from the U. S. from 
start of the war to the end of 1940 approxima 
$2,600,000,000, and goods bought by tis co 
try from England paid for about $1,400,000, 
of that total; this left England with a deficit 
$1,200,000,000 for the period, but gold prod 
tion cut that to $100,000,000 (Jan. 18). 
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Cleveland Trust Company 


National City Bank 
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Under the impetus of intensified defense activ- 
ity, January industrial production is not only 
breaking all records for the month but in some 
instances surpassing even the peaks of late 1940; 
the usual seasonal decline in retail trade has 
been considerably tempered; national income has 
risen further to a new 11-year peak (Feb.) 


Some observers argue that since steel output 
is at virtually full capacity no great expansion 
is possible, and thus not much increase in gen- 
eral business activity can be reasonably antici- 
pated; however, a long-sustained volume of steel 
production probably cannot fail to induce ex- 
pansion in other industries (Jan. 15). 


The year closed with industrial operations at 
the highest rate ever reached, and with a clear 
prospect of their moving still higher in 1941. 
Payrolls are rising, living costs holding steady, 
and purchasing power spreading around the cir- 
cle, demonstrating once more that the industries 
support each other (Jan.) 
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Bank clearings (23 cities) totaled $27,862,- 
272,000 in December, an increase of 10.5% over 
November and of 3.9% over December a year 
ago; the adjusted Insolvency Index (failures) 
dropped to 57.4 in December, lowest since Janu- 
ary’s 54.6 and contrasting with 64.3 last De- 
cember (Feb.) 





Very little new activity developed in security 
markets; financing was fairly active in December 
but principally for refunding; after a mild up- 
trend in late December, stock prices lost most of 
their gains by January 17 (Feb.) 


While banks have lately been making loans to 
businesses working on defense orders and the 
volume of these loans will probably increase, the 
principal increase in new loans will be for fi- 
nancing expansion in normal industry. As yet only 
19% of the decline in bank loans that started in 
1929 has been regained (Jan. 15). 





If stock prices had now the relationship to in- 
dustrial production that they had as recently as 
1935, 1936 and early 1937, the price index of 
420 stocks compiled by Standard Statistics would 
now be 100 points higher than it actually is; 
thus stock prices cannot be accepted today as 
forecasters of business expansion (Jan. 15). 





Reports from industry indicate that continued 
capacity operations have as yet made only mod- 
erate inroads into large banks of unfilled orders; 
finishing the year at 136 (1935-1939=100), the 
FRB index of production in the last quarter 
averaged 132 higher than any previous similar 
period on record ( Feb.) 


At the beginning of the new year, industrial 
production was at the highest level since October 
of 1929. The revised index of industrial pro- 
duction published by this bank was 101 (1% 
above the computed normal level) in October. 
and 104 in November, and the preliminary figure 
for December is 106 (Jan. 15). 





A better-than-seasonal increase in trade during 
December carried the Dun’s Review adjusted 
index of consumer spending from 107 to 110 
(1928-1932=100); the index was 9% above 
the previous year and the highest since early 
1930 (Feb.) 


There are two principal dangers inherent in 
the excessively high total of bank reserves: the 
possibility of an uncontrolled expansion of bank 
credit, with general inflationary effects; and the 
threats to security of investors arising from the 
constantly diminishing rate of interest and lifting 
of bond prices to ever-higher levels (Jan.) 








Industrial output in 1940 exceeded 1939 by 
13%, and 1929 (the previous record year) by 
10%. In the FRB’s seasonally adjusted index 
of industrial production, which was 132 in No- 
vember (1935-39=100), and probably higher in 
December, a seasonal rise of about 5% is al- 
lowed for between January and May (Jan.) 





The 
reflected in active Christmas trade and new highs 


increase in income payments has been 


in automobile sales for this time of year (Jan.) 





Building permits showed a contra-seasonal rise 
in December; total permits issued in 215 cities 
amounted to $113,551,576, an increase of 48% 
over December, 1939; for all of 1940 the gain 
was almost 10% over 1939, with total volume 
best since 1930 (Feb.) 


New building is the highest in 11 years. Ship- 
building too has revived to above 1920 levels; 
during the first 11 months of 1940 the total ton- 
nage of 46 new U. S. ships completed was 332,- 
000 tons, compared with an annual average of 
117,000 tons in the 1930-39 period (Jan.) 
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Some of the maladjustments which kept the 
depression going have been accentuated by the 
war. Exports of farm products have been sharp- 
ly reduced, and the American Farm Bureau Fed- 
eration at its annual meeting asked for more, not 
less, government aid (Jan.) 





Commodity prices changed very little in net 
between the end of December and mid-January ; 
a four-year high at 125.21 was reached by the 
daily wholesale price index on January 9, and 
the figure remained close to this level in the 
following two weeks (Feb.) 





score on strikes 
of conciliation 
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ly half as many 
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Farm income declined less than the usual 
amount in December, and factory payrolls in- 
creased; reports for New York State show that 
seven of the eleven major industrial groups 
which ordinarily reduce staffs at this period 
added at least 1% more workers ( Feb.) 


Allied shipping losses have contributed to the 
rise in prices since midsummer of many com- 
modities imported by this country, 
rubber, 
(Jan.) 


including 
cocoa, wool, pepper and tropical oils 





For 11 years the country’s major problem has 
been to overcome depression and get people 
back to work; for the first time, now, the his- 
torical upward trend of American business seems 
to be resumed with a vigor which holds promise 
that the goal of employment for everyone able to 
work will be reached (Jan.) 
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Although our total export trade is larger than 
before the war, fully two-thirds now goes to the 
British Empire, and consists largely of war ma- 
terials. Our opportunities for business in South 
America are maintained partly by government 
credits, and the difficult long-term problems re- 
main unsolved (Jan.) 
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AMA Prepares For Personnel Conference; 


Annual Sessions Will Survey Labor Outlook 


The American Management Associa- 
tion’s Personnel Conference—a meeting 
that each year brings together the largest 
number of personnel and industrial rela- 
tions executives of any similar gathering 
in the country—will be held ont February 
12-13-14, at the Palmer MHouse in 
Chicago. 

Industrial relations executives from 
nearly every industry in the United States 
will attend this Conference, whose sessions 
will attempt to do two principal things: 
(1) indicate likely labor trends during 
the defense program and (2) summarize 
progress in the techniques of labor rela- 
tions and personnel administration. 

Harold F. North, Director of Industrial 
Relations, Swift & Company, Vice Presi- 
dent of AMA’s Personnel Division, has 
been in charge of planning the sessions. 
The highlights of the program follow: 

W ednesday A.M., February 12. ‘In- 
dustrial Relations Problems in a Defense 
Economy.” Mr. North will review the 
progress that has been made in indus- 
trial relations and will point out the 
necessity for preserving it. 

“It Is Later Than We Think!” L. R. 
Boulware, Vice President and General 
Manager, The Celotex Corporation, Chi- 
cago. Mr. Boulware will point out the 
urgency of the job confronting American 
industry today. 

Wednesday P.M., February 12. 
“Let's Look at Labor,’ Leo Wolman, 
Professor of Economics, Faculty of Pol- 
itical Science, Columbia University, New 
York. Mr. Wolman, distinguished au- 
thority and keen analyst of labor trends, 
will review labor relations with respect to 
the defense movement, wage conditions, 
threat of strikes, legal developments, etc. 

Achieving a Better Understanding Be- 
tween Management and Labor,” Robert 
B. Wolf, Manager, Pulp Division, Wey- 
erhacuser Timber Company, Longview, 
Washington. 

“Conciliation: A Defense ‘Must’,” 
Morgan R. Mooney, Deputy Commission- 
er, Department of Labor and Factory In- 
spection, State of Connecticut, Hartford. 

Wednesday Evening, February 12. 
“Negotiating Union Contracts’—A Din- 
ner-Smoker. A panel of distinguished 
industrial relations executives will par- 
ticipate in this off-the-record discussion. 

Thursday A.M., February 13. “‘Or- 
ganizing Intensive Job Instruction,” 
Michael Kane, Training Consultant, 
“Training Within Industry,” The Advi- 
sory Commission to the Council of Na- 
tional Defense, Washington. 

“Developing Supervisory and Executive 
Talent to Meet the Emergency.” R. B. 
Hersey, Pennsylvania Railroad Company, 


HAROLD F. NorTH 


Philadelphia, and R. C. Oberdahn, Di- 
rector of Training, Calco Chemical Divi- 
sion, American Cyanamid Company, 
Bound Brook, New Jersey, will join in a 
discussion of this subject. 

Thursday P.M., February 13. ‘Basic 
Principles of Training,” Carl I, Hovland, 
Associate Professor, Psychology Depart- 
ment, Yale University, New Haven. Mr. 
Hovland will discuss the basic principles 
employed in any sound training program. 

“Case Examples of Applying Basic 
Learning and Training Principles.’ Allan 
H. Mogensen, of New York, and Charles 
S. Mattoon, Director of Personnel, Curtiss 
Aeroplane Division, Curtiss-Wright Cor- 
poration, Buffalo, will describe intensive 
mass instruction of inexperienced ¢m- 
ployees. E. F. Wonderlic, Director of 
Personnel, Household Finance Corpora- 
tion, Chicago, will show how slide sound 
equipment can be used in a comprehensive 
program of procedure and attitude train- 
ing. 

On Thursday Evening there will be 
an informal dinner discussion on two 
topics: (1) interchanging ideas between 
management and employees, and (2) the 
fundamentals of personnel administration. 

Friday Morning, February 14, will 
be devoted to discussion of the manage- 
ment technique of job rating. Specialists 
in various phases of rating will appear on 
the program. 

Running concurrently with the session 
on rating will be a session devoted to 
selection procedures. At the selection ses- 
sion there will be three papers as follows: 
“Is Temperament Measurement Practic- 
able?”, Guy W. Wadsworth, Jr., Person- 
nel Manager, Southern California Gas 
Company, Los Angeles; “Psychological 
Tests for Unskilled Jobs,” D. W. Cook, 
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Western Electric Company, Kearny, New 
Jersey; ‘Better Applicants from Employ- 
ment Offices,” Carroll L. Shartle, Occu- 
pational Analysis Section, Employment 
Service Division, Bureau of Employment 
Security, Social Security Board, Washing- 
ton. 

The Conference will conclude on Friday 
with a luncheon at which the audience 
will be addressed by Elton Mayo, Pro- 
fessor of Industrial Research, Graduate 
School of Business Administration, Har- 
vard University, Boston, on “Human Re- 
lations in Industry.” 


Plans Announced For 
Packaging Sessions 

A program that will consider all of the 
principal developments and the likely 
trends in the field of packaging, packing 
and shipping is being planned for the 
Conference that will run concurrently 
with the AMA’s 11th Annual Packaging 
Exposition at the Stevens Hotel in Chi- 
cago, on April 1-4. 

Special attention will be given to the 
impact of the national defense program 
on packaging and the currently indicated 
need for substitute materials and more 
extensive standardization of design. Keen 
discussion is also expected to center 
around the topic of ‘The Economy of 
Packaging.” 

The committee in charge of the plan- 
ning has announced that the Conference 
will have three important features: (1) 
There will be no concurrent sessions; (2) 
there will be a large representation of 
Mid-Western packaging, packing and 
shipping people on the program; and (3) 
the papers and discussions will have a 
decidedly “technical” flavor. 


The President's 
Scratch -Pad 


(Continued from front page) 

In the many recommendations that have 
been made to adopt a subcontracting sys- 
tem, there has been little suggestion that 
primary contractors investigate the man- 
agerial ability of subcontractors. How- 
ever, primary contractors that do not in- 
vestigate the general efficiency and the 
labor relations situation in the plants 
handling their subcontracts will commit 
an important oversight. Some subcon- 
tractors will be submarginal producers, 
with few qualifications other than a little 
equipment to do the job. 

In England the subcontracting system 
has proved very effective, and the same 
will be the case here, providing standards 
as to production, management, labor re- 
lations, etc., are maintained by the sub- 
contractors themselves. 


Lolrin & Aocda. 





